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(consistent with the bank’s ability to
make any necessary credit assess-
ments) or at will upon either notice or
payment to the beneficiary; or

(C) Entitle the bank to cash collat-
eral from the account party on demand
(with a right to accelerate the cus-
tomer’s obligations, as appropriate);
and

(iv) The bank either should be fully
collateralized or have a post-honor
right of reimbursement from its cus-
tomer or from another issuer of an
independent undertaking. Alter-
natively, if the bank’s undertaking is
to purchase documents of title, securi-
ties, or other valuable documents, the
bank should obtain a first priority
right to realize on the documents if the
bank is not otherwise to be reimbursed.

(2) Additional considerations in special
circumstances. Certain undertakings re-
quire particular protections against
credit, operational, and market risk:

(i) In the event that the undertaking
is to honor by delivery of an item of
value other than money, the bank
should ensure that market fluctuations
that affect the value of the item will
not cause the bank to assume undue
market risk;

(ii) In the event that an undertaking
provides for renewal, the terms for re-
newal should be consistent with the
bank’s ability to make any necessary
credit assessments prior to renewal;
and

(iii) In the event that a bank issues
an undertaking for its own account,
the underlying transaction for which it
is issued must be within the bank’s au-
thority and comply with any safety
and soundness requirements applicable
to that transaction.

(3) Operational expertise. The bank
should possess operational expertise
that is commensurate with the sophis-
tication of its independent undertaking
activities.

(4) Documentation. The bank must ac-
curately reflect the bank’s undertak-
ings in its records, including any ac-
ceptance or deferred payment or other
absolute obligation arising out of its
contingent undertaking.

(c) Coverage. An independent under-
taking within the meaning of this sec-
tion is not subject to the provisions of
§ 7.1017.

§ 7.1017 National bank as guarantor or
surety on indemnity bond.

A national bank may lend its credit,
bind itself as a surety to indemnify an-
other, or otherwise become a guaran-
tor, if:

(a) The bank has a substantial inter-
est in the performance of the trans-
action involved (for example, a bank,
as fiduciary, has a sufficient interest in
the faithful performance by a cofidu-
ciary of its duties to act as surety on
the bond of such cofiduciary); or

(b) The transaction is for the benefit
of a customer and the bank obtains
from the customer a segregated deposit
that is sufficient in amount to cover
the bank’s total potential liability. A
segregated deposit under this section
includes collateral:

(1) In which the bank has perfected
its security interest (for example, if
the collateral is a printed security, the
bank must have obtained physical con-
trol of the security, and, if the collat-
eral is a book entry security, the bank
must have properly recorded its secu-
rity interest); and

(2) That has a market value, at the
close of each business day, equal to the
bank’s total potential liability and is
composed of:

(i) Cash;
(ii) Obligations of the United States

or its agencies;
(iii) Obligations fully guaranteed by

the United States or its agencies as to
principal and interest; or

(iv) Notes, drafts, or bills of exchange
or bankers’ acceptances that are eligi-
ble for rediscount or purchase by a
Federal Reserve Bank; or

(3) That has a market value, at the
close of each business day, equal to 110
percent of the bank’s total potential li-
ability and is composed of obligations
of a State or political subdivision of a
State.

§ 7.1018 Automatic payment plan ac-
count.

A national bank may, for the benefit
and convenience of its savings deposi-
tors, adopt an automatic payment plan
under which a savings account will
earn dividends at the current rate paid
on regular savings accounts. The de-
positor, upon reaching a previously
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